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Federal Government. If the States did adopt such an
attitude, it would arouse hostility and criticism from British
India. In any case, it would be necessary to secure the
co-operation of the States, so that the duty be levied at a
uniform rate throughout the country. Otherwise, if an
excise duty was imposed in British India and there was no
such levy within the territories of Indian States, there
would be a premium on factories leaving British India
and establishing themselves in Indian States.

Direct Taxes.

While there is general agreement that indirect taxes are
eminently suitable as sources of federal income, there is no
similar unanimity regarding the allocation of direct taxes
exclusively to the Provinces. In India there are two diffi-
culties, one practical and the other theoretical, in accept-
ing the proposition that direct taxes must all go to the
Provinces:

(1)   The federal income,  unless  supplemented from
direct taxes like the income-tax, will not be sufficient to
meet the federal expenditure.   This consideration has
become more important now than ever before.   As was
pointed out by Sir George Schuster in his budget speech
for 1932-3, the return from customs duties is showing
signs of diminution as they are becoming more and more
protective in character.   In future this tendency may
become even more marked than at present.

(2)  A tax on income collected in one Province may
really have been earned in other Provinces and conse-
quently the collecting Province has no right to appropriate
tie whole of the proceeds. On this ground the corporation
tax (now called the super-tax on companies) must be
regarded as federal.

A tax on personal income is somewhat different in